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Are we bottom ng out?

Adl an Hercus

ONE week into Novenber, world markets had recovered fromtheir |ows of the
Bl ack Monday “celebration'. It took the October collapse in the Hong Kong
mar ket to nmake the rest of the world take our Asian crisis seriously. For
the first couple of weeks of Novenber, regional markets continued to pay
close attention to Hong Kong. W are all now aware that our KLSE Cl has

|l anded in the 500 level, a far cry fromthe high of 750.53 at the

begi nni ng of the nonth. Throughout the nmonth, and even before, nost
articles on the stock market would tal k about a bottom havi ng been
reached, yes, even at the 700 level. This article will ook at what
happened i n Novenber and exami ne the possibility that a bottom has been
reached at these current |evels.

The nonth started off with potential. Arise in the Hang Seng and our
strengthening Ringgit contributed to our market rising in the first couple
of days. The Ringgit strengthened from3.4140 to 3.2020 on the first day
and remai ned steady at around the 3.30 | evel for what woul d be the next
coupl e of weeks. Qur KLSE Cl opened at 672.26 for the nonth and reached
the nonth's high the next day at 750.53. The futures opened at 665.0 and
like the cash, it also reached its high of 757.0 the next day. The cash
and futures noved sideways for the remai nder of the week and net with
selling pressure on Friday (7.11.97) because of the sell-off on regiona
bourses, sparked by specul ative attacks on the Korean Wn. The attack al so
rai sed concerns over Hong Kong's ability to maintain the peg between its
currency and the US Dol | ar

The Ringgit traded sideways during the second week between 3.26 to 3. 34.
This, coupled with the lack of any fresh | eads, contributed to the
stability of our market which al so noved sideways. Qur |ocal market traded
qui te independently fromregi onal bourses during this week and al though it
moved si deways, the futures maintained a di scount to the cash as concerns
over the weakening of regional currencies and interest rate hikes
continued to plague the mnds of investors.

The third week saw mild fluctuations. Haunted by the market's | ack of
approval for the UEM Renong deal, the liquidation of margin accounts by
banks and the weakening Ringgit, our KLSE CI broke the psychol ogi cal 600
| evel to close at 560.09. This drop of 118 points represents a drop of
17. 4% for the week. The sell-off on UEM and Renong, whi ch began on
Tuesday, sparked selling on other blue chip counters on fears of further
“corporate bailouts'. Telekomalso fell on runours that Renong's Tine
Tel ekom woul d be bought over by Tel ekom Tel ekom denied this but the
general lack of faith in the narket dragged our KLSE CI and the futures
down for the rest of the week.

Friday (21.11.97) was an extrenely volatile day. The KLSE Cl dropped to
the month's | ow of 512.41 with the futures at its nmonth's | ow of 518.0. At
these levels, the futures held a premumto the cash. The prem umcoul d be
attributed to short coverings or the fact that players were too nervous
about these new lows to | ead the cash closer to the 500 |evel.

The later part of that Friday saw both markets rebounding fromtheir
lows. The rally was attributed to runours that the UEM Renong deal may be
called off. To add to the volatility, news cane from South Korea that it
was going to accept an | M- package. This led to the Korean Wn
strengt hening substantially and its stock narket also reacted bullishly to
this news. The Ringgit ended the week at 3.4332 after reaching its high of



3.5552 on Thursday.

The col | apse of the Japanese stock broki ng house Yanai chi Securities
over the weekend |l ed our nmarkets into the |ast week of the nmonth. The news
of this collapse served only to rem nd our market of how fragile Asian
econom es were. Although this fact had al ready been hounding us for the
| ast few nmonths, the effect on our markets showed that it had nore or |ess
been di scounted. Nothing seened to affect our market considerably during
this week and it is because of this that our market seens to be bottom ng
out .

After rallying on Thursday (27.11.97), the market |ost ground the next

day in reaction to our Prine Mnister Datuk Seri Dr Mahathir Mhamad' s
statenent on Mal aysia resisting an | M- package. At this point, news of the
restriction of |ocal brokerage houses also filtered into the market.
Again, it seened that the news had been di scounted because although the
markets did retrace, it was not panic-selling that brought it down. The
cash market cl osed at 545. 44, down 17.9%fromthe previous nonth's cl ose
of 664.69. The Novenber futures contract settled at 537.5.

So, why are we considering that the market is bottom ng out here? As
di scussed above, it seens that the market reacts lethargically to both
good and bad news. |In the absence of such news, volumes on the cash market
have been | ow. W suspect that our KLSE CI will continue to trade sideways
over the first couple of weeks in Decenber. W see the outl ook as neutra
to bearish. The possibility of our KLSE CI breaking the 500 |l evel is stil
there and if this were to occur, there will be nore selling of margin
accounts. As such, a drop to below the 500 | evel will probably see the
KLSE CI going down to 460 and it is here that we suspect a bottom nmay be
reached. Ot her evidence that may indicate a bottom has al ready been
reached would be if the cash manages to rally convincingly above the 600
| evel
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